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NEW YORK BANKING LAWS 


Recent changes in the statutes for 
the nation’s banking center. 


By HON. WILLIS SARGENT, Chairman of the Committee on Banks 
in the Lower Branch of the New York State Legislature. 


RIOR to the stock market crash of 1929 it 

was generally accepted that the banking 

~ laws of New York were in fair condition. 
Amendments had been made from year to year, 
and there were only a few glaring and outstand- 
ing defects. When the present Superintendent of 
Banks took office in 1929, and for a short time 
thereafter, there was little worry, as compared 
with that which later arose, over the banking 
situation. The upturn of prices early in 1930 put 
the banks back in a condition where everything 
appeared on the surface to be fairly satisfactory. 
Superintendent Broderick spent a very consider- 
able portion of his time in Albany during the 
winter months of 1930, going over important 
amendments to the Banking Law and working 
with the banking committees of the legislature. 


1930 


The 1930 session adopted a number of im- 
portant amendments: one providing, among 
other things, for larger powers of the Superin- 
tendent as to corporations; another revamping 
the entire law with regard to private bankers, 
requiring larger reserves, and increasing the 
jurisdiction of the Superintendent over them. 

But by January 1, 1931, the banking situation 
had become somewhat more critical. The Bank- 


ing Department and many of the members of 
the legislature proposed a large number of 
amendments to the Banking Law. Countless 
other persons proffered panaceas which they 
claimed would remedy existing conditions. 


1931 


The banking committees in the legislature, 
however, felt that this was no time for new, un- 


tried, and experimental legislation, and conse- , 


quently only those amendments which appeared 
to be constructive and sound ever saw the light 
of day. Most of the rest were killed in commit- 
tee. A number of the departmental suggestions, 
which seemed meritorious but which were not 
believed to be in final shape were turned over 
for more mature consideration to the Joint Leg- 
islative Banking Committee, which functions 
between sessions of the legislature in preparing 
legislation for the following session. . 
Among the amendments to the Banking Law 
in 1931, was one which further augmented the 
power of the Superintendent with regard to the 
employment and reinstatement of examiners and 


special assistants. Another modernized the pro- | 


cedure to be complied with by the Superintend- 
ent upon taking possession of an institution for 
the purpose of liquidation. These amendments 
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served to remedy existing and apparent defects 
in the law. 

Not long after the adjournment of the legis- 
lature, in the spring of 1931, it became apparent 
that things in the economic and financial world 
were going from bad to worse. The real effects 
of the failure of the Bank of the United States, 
destroying the confidence of hundreds of thou- 
sands of depositors in banking institutions and 
resulting in the hoarding of money on an unprec- 
edented scale, were becoming only too visible. 
Business generally continued its downward 
trend, unemployment increased, large wage cuts 
became the general rule, and the avalanche of 
security prices continued until even high-grade 
bonds reached a level little dreamed of by the 
most far-sighted of financial experts. The col- 
lateral behind loans was now so far impaired 
that bank surpluses also became depleted in 
many instances and even the most solvent and 
prudently managed financial institutions ap- 
peared to be resting on the top of a smouldering 
volcano. 


Public confidence weakened 


Banking officials were frightened by the ex- 
aminations made by the examiners of the Super- 
intendent and of the Comptroller of the Treas- 
ury. Compulsory mergers became almost an 
everyday occurrence. Public confidence in the 
banks became materially weakened, and there 
was considerable evidence that an appreciable 
portion of the bankers themselves were not only 
frightened, but in actual panic. In the meantime, 
measures were being undertaken at Washington 
to extend much needed relief, and it was the 
task of the Joint Legislative Banking Committee 
in New York to find some change which would 
help to restore both the confidence of the bank- 
ers and the confidence of the public in the banks. 
This Committee, composed of members of both 
branches of the legislature and of members of 
both political parties, set to work in the early 
summer of 1931. 

After listening to the testimony of representa- 
tives of many of the large and small banking in- 


stitutions, depositors’ committees and represen- 
tatives of the public, at hearings in various parts 
of the state, the Committee made extensive rec- 
ommendations. They recommended the Mora- 
torium Bill which modified the rigid require- 
ments with respect to legal investments for sav- 
ings banks. This moratorium expires on April 
1, 1933, but before that time the 1933 session of 
the legislature will have an opportunity to view 
conditions as they then exist and it may, if it 
sees fit, further extend the moratorium. Another 
recommended amendment permitted emergency 
borrowing by one savings bank from another in 
order to enable the borrowing bank to pay off its 
depositors without requiring that the lending 
bank record the blanket assignment given to it 
by the borrowing bank in order to have the as- 
signment valid. These and other bills were 
passed and became law. 

The legislature rejected, but only after very 
serious consideration, several bills with regard to 
branch banking, a bill relating to the re-opening 
of closed banks, and various bills requiring the 
segregation of thrift accounts in state banks and 
trust Companies. 


One man’s shoulders 


But by far the most important of the Commit- 
tee’s conclusions was that one real difficulty lay 
not with the law itself, but with the problem of 
bank supervision. Practically the entire respon- 
sibility for the banking system of the state was 
resting on the shoulders of the Superintendent, 
without sufficient liaison either berween his of- 
fice and the banks — except through examina- 
tions — or between his office and the public. 
There existed the curious spectacle of the Super- 
intendent being sued in one part of the state for 
closing a bank too soon, in the opinion of those 
interested in it, and of his being indicted in 
another part of the state for delaying too long 
in closing the Bank of the United States. In 
other words, the position of Superintendent of 
Banks, in a time of such grave emergency and 
crisis, appeared to be too much to ask any one 
man to handle without more assistance from the 
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banks and the public. Consequently the Com- 
mittee recommended the creation of a Banking 
Board to assist the Superintendent in laying 
down the broad policies of the Department and 
in establishing such banking standards as might 
be desirable. 


A representative board 


A bill to establish a board of nine members in 
the Banking Department was fi- 
nally passed at the 1932 session af- 
ter countless conferences and many 
amendments to certain provisions. 
The Superintendent of Banks is to 
be the Chairman, and eight other 
members are to be appointed by 
the Governor, by and with the ad- 
vice and consent of the Senate, for 
overlapping terms of three years. 
The Governor has the absolute 
power of removal. Four of the 
eight members are designated as 
representatives of the public and 
are not to be active bankers, al- . 
though they may have had banking experience. 
The remaining four are to be chosen by the Gov- | 
ernor aftér nominations have been made to the 
Superintendent of Banks by the banking insti- 
tutions. Representation for the large New York 
City banks, for the small banks and the banks in 
the western part of the state, and also for the 
savings banks of the state, is provided in the 
geographical set-up under which the nomination 
of each class of banking institution is sent to the 
Superintendent. The Governor need not appoint 
the representatives nominated by any banking 
group, but practically, in the absence of some 
strong objection to the individual nominated, he 
is expected to do so — an expectation which was 
realized in the appointment of the first Banking 
Board. 


Important functions 


The Banking Board has power, by a two- 
thirds vote of its membership, to make, alter, 
and amend rules and regulations not inconsist- 


Willis Sargent 


ent with law. These rules must be complied with 
and enforced by the Superintendent and the em- 
ployees of the Department, and may be made 
for the following purposes: 

1. To regulate the method and standards for 
bank examinations and the valuation of the as- 
sets of persons and corporations subject to the 
Banking Law. 

2. To define what is an unsafe manner of 
conducting business of banking in- 
stitutions. 

3. To define what is, for such 
corporations and persons, a safe 
or unsafe condition for transacting 
business. 

4. To establish safe and sound 
methods of banking throughout 
the state, and to safeguard the in- 
terests of depositors and stockhold- 
ers generally in times of emer- 
gency. Furthermore, the Banking 
Board shall consider and pass upon 
any matter which the Superintend- 
ent may submit to it, and it shall 
submit to the Superintendent any amendments 
to the banking laws which it deems desirable. 
Finally, no charter shall be granted for a new 
bank unless the Banking Board votes approval. 
This approval is not to be effective unless the 
Superintendent also assents to the granting of 
the charter. 


Policy-making power 


The amendment providing for this new Bank- 
ing Board undoubtedly is not perfect, and as 
time goes by will have to be changed, but it ap- 
pears to be a step in the right direction. It does 
not seek to substitute the Banking Board for the 
Superintendent as the administrative agency in 
charge of the supervision of the banking insti- 
tutions of this state. In general, it leaves the ad- 
ministration in the hands of the Superintendent, 
but it does not divide the policy-making power 
with him. Furthermore, it provides a strong con- 
necting link between the financial institutions, 
the public, and himself, and should promote 
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greater confidence both among bankers and 
among the public, and a greater appreciation 
and more sympathetic approach to the problems 
both of the banks and of the Banking Depart- 
ment. 

While the chief function of the Banking 
Board is to help out in the present emergency, it 
is expected that it will continue throughout nor- 
mal times in order that it may render more effec- 
tive service whenever any emergency arises. In 


view of the fact that New York City is the finan- 
cial center of the nation and that national banks 
and trust companies and state banks and trust 
companies are so closely connected in similar in- 
terests, in relationship to the public, and in the 
problems of supervision, it is safe to predict that 
if this Banking Board works out as it is hoped 
and expected that it will, the benefits will be re- 
ceived not alone in New York State, but also 
throughout the whole United States. 


Our Gasoline Government, 
Continued 


HE large amount of favorable comment 
T we received on Professor F. G. Crawford's 
article in the September issue of STATE 
GOVERNMENT entitled, “Our Gasoline Govern- 
ment,” makes us confident that our readers will 
be glad to know that the author has just com- 
pleted an exhaustive study on the same subject. 
“The Administration of the Gasoline Tax in 
the United States,” as Professor Crawford has 
titled his third study of this subject, is an eighty 
page brochure, published by the Municipal Ad- 
ministration Service of New York City. It is the 
most complete and attractive presentation of 
material on this subject that we have seen. 

Among the fourteen authoritative tables are 
ones showing the total revenues from the gaso- 
line tax in every state for each year since 1919, 
the cost of collecting the tax, the amount of re- 
funds for each year between 1925 and 1931, the 
size of staff required to enforce these laws in 
each state, the surety bonds required of gasoline 
distributors, and the proportion of the receipts 
which are distributed to various governmental 
units. 

Finally there is a very valuable chapter on the 
constitutionality of these taxes, in which the dif- 
ficult problem of how far states can go without 
violating the commerce clause of the federal 
constitution is discussed. 


Lobbyists 
T HE old lobby with its stained record of po- 


litical corruption has been outmoded by 

modern methods for the wholesale manu- 
facture of propaganda, according to Dr. E. Pen- 
dleton Herring, in a study, ‘Group Representa- 
tion Before Congress,” published by Johns Hop- 
kins University Press. Business interests, trade 
associations, farmers, labor, reform groups, are 
all represented at Washington by more or less 
elaborate organizations. What is true of Con- 
gress is to a less extent true in the state legisla- 
tures. 

“Thirty-two states have some sort of legisla- 
tion dealing with the lobbyist. Wisconsin, Indi- 
ana, New York, and Ohio are mentioned as the 
states with the best laws on the subject. In the. 
case of Wisconsin, the law is said to be effec- 
tive; but this is not true of Ohio or New York. 
The experience which the states have had with 
lobbying laws would hardly indicate, in the opin- 
ion of Mr. Pollock, that ‘the problem of regu- 
lating lobbying has been solved, or is even under 
reasonable control.’ 

“In some cases the law is defective, but in 
many the fault lies in non-enforcement. The 
typical state lobby law requires that the lobby- 
ist register; that he file a financial statement 
as to expenses; and that the lobbying is not to 
be done with remuneration contingent upon the 
successful passage of the measure concerned.” 


NOT A BANK HAS FAILED 


A description of the legislative foundation 


of Canada’s enviable record. 


By G. P. GORDON, 


Commissioner of Finance and City Treasurer of Ottawa. 


HEN England went off the gold standard 

in September 1931, there was a sharp 

depreciation of the Canadian dollar in 
terms of United States funds.* This threw a 
very heavy strain on the banking 
system of the Dominion. 

For a number of years Canada 
had carried out a large part of its 
financing, public and industrial, in 
New York, and it was usually pro- 
vided that interest and principal 
of its bond issues be payable in 
United States funds. These obli- 
gations—amounting to over $269,- 
000,000—had to be met in a con- 
siderably depreciated dollar. 


Refinancing 


Guards exchequer 


At the same time, public financ- 
ing, federal, provincial, and municipal, amount- 
ing to many millions of dollars was pending. 
With the markets of London and New York 
both closed to such financing, Canada, supported 
by its own banks, had perforce to take care of it 
within the Dominion itself. The task was a 
heavy one, but it was accomplished successfully, 
and to the extent of $406,400,000 since last 
September. 

Internal financial difficulties, of an industrial 
nature, placed a further heavy strain on her 
banking system. During this period of economic 
stress not a single one of her banks has found 


* The Canadian dollar contains 23.22 grains troy 
weight of fine gold—an amount identical with that 
contained in the United States dollar. Consequently 
the Canadian dollar was normally quoted at par in New 
York, but when England went off the gold standard, 
the quotation dropped to 80 on December 16, 1931. 


itself in difficulties, a fact which clearly demon- 
strates the strength and stability of her banking 
Bew banks, many branches 

Two of the main features of 
Canadian Banking, as it exists to- 
day, are its branch bank system, 
and its small number of chartered 
banks. These, at present, number 
but ten—two of which are French- 
Canadian. Most of them have 
branches throughout the Domin- 
ion, and several have branches or 
agencies in the United States, 
West Indies, South America and 
Europe. 

The earliest banks to be incor- 
porated in Canada received their 
charters over a century ago, be- 
tween 1820 and 1822. As early as 1830 the right 
to issue bank notes had been restricted to the 
chartered banks. In that year, the Parliament of 
Lower Canada also passed legislation limiting 
the amount of notes in circulation to not more 
than one-fifth of the paid-up capital. After che 
union of the provinces of Lower and Upper 
Canada in 1841, a number of changes were 
made in bank legislation. Banks were prohibited 
from holding shares of their own stock or grant- 
ing loans against them. They were restricted as 
to the nature of security against which loans 
might be made. Double liability of shareholders 
was established. The charter of any bank was 
liable to forfeiture on the suspension of payment 
of specie for a period of sixty days in any one 
year. All banks were required to submit to the 
Government, periodically, statements of assets 
and liabilities. 
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The right to legislate with reference to bank- 
ing, the incorporation of banks, and the issuing 
of paper money were vested in the Dominion 
Parliament by the British North American Act 
of 1867. In this year a temporary measure con- 
solidated and reenacted the earlier banking laws 
of Lower and Upper Canada, and the powers 
of the provincial banks were extended to the 
whole Dominion. The Bank Act of 1870, as 
subsequently revised and amended, however, 
forms the basis of Canadian banking regulation. 
This act contained a number of new features, 
including the principle that it should be revised 
every ten years. Accordingly, five revisions have 
been made, the last one of which was in 1923. 


Bank act is charter 


The current act constitutes the charter of the 
banks presently operating under it. The capital 
stock of each bank must be at least $500,000, 
and be divided into shares of $100 each. Each 
bank must have five or more directors, and each 
director must be the bona fide subscriber of 
stock on his own behalf of not less than $3,000 
paid up, when the capital of the bank is $1,000,- 
000 or less, and $5,000 when the capital stock 
is over $3,000,000. Provision is made for the 
manner in which stock books shall be kept; no- 
tice of double liability shall be printed on each 


page. 


Internal organization 


A bank can not issue notes or commence busi- 
ness until it has received a certificate from the 
Treasury Board. Each bank, by by-law, may 
draw up its own internal regulations. The stock, 
property, and affairs of the bank are managed 
by a board of directors appointed annually, of 
whom a majority must be natural born or natur- 
alized subjects of His Majesty domiciled in Can- 
ada. On all occasions on which the votes of 
shareholders are taken, every shareholder shall 
have one vote for each share held by him. Pro- 
vision is made in the act, and regulations are set 
forth in this connection, for the increasing or 
decreasing of the capital stock of a bank. The 


method of handling shares and calls is also set 
forth, as well as the regulations governing the 
transfer and transmission of shares. 


Audits 


A balance sheet of the affairs of the bank in 
form set out by the act must be submitted to the 
annual meeting of the shareholders. This is to 
be accompanied by a statement of the profit and 
loss account of the year preceding, and a state- 
ment of assets and liabilities of any corporation 
controlled by the bank. Copies of these state- 
ments are forwarded to the Minister of Finance. 
This annual statement is accompanied by an 
auditors’ report. 

The affairs of the bank must be audited by 
two persons residing in Canada, each of whom 
shall be an accountant who has practiced his 
profession at least six years, and be a member in 
good standing of an institution or association of 
accountants incorporated under the authority of 
the legislature of any province in Canada. The 
Minister of Finance may call at any time for 
special audits. 


Reserves 


Not less than forty per cent of the cash re- 
serves which a bank has in Canada must be in 
Dominion notes. The total amount of notes of 
a bank in circulation at any time is limited to: 

(a) The amount of unimpaired paid-up cap- 
ital of the bank; and 

(4) The amount of current gold coin and of 
Dominion notes held for the bank in the central 
gold reserves. 

“Central gold reserves” are amounts of gold 
coin or Dominion notes deposited with thiee 
trustees appointed by the Canadian Bankers’ 


Association. (A fourth may be appointed by the 


Minister of Finance). The act authorizes the 
Association to make regulations for the manage- 
ment and custody of the central gold reserves: 
it also provides for inspection and audit. 
During the moving of crops from September 
1 to the last day of February next ensuing, a 
bank may issue further notes to an amount not 
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exceeding fifteen per cent of its combined un- 
impaired paid-up capital and reserve fund. A 
bank may not pledge, assign, or hypothecate its 
notes. 
Note issues 
All banks are required to deposit with the 
Minister of Finance five per cent of their average 
note circulation. These deposits, adjusted annu- 
ally, are known as the “Bank Note Circulation 
Redemption Fund” and constitute a guarantee 
of the payment of all notes of a suspended bank 
with interest at five per cent from the date of 
suspension until the day named by the liquidator 
for the redemption of them. Should the liqui- 
dator fail within two months, the Minister of 
Finance is authorized to redeem the notes out of 
the fund, and should the amount disbursed ex- 
ceed the amount contributed to the fund of the 
bank suspending payment, the excess must be 
made good by the contributing banks pro rata to 
their contributions. A bank is required to receive 
at any time its own notes at par, whether or not 
payable at the branch or agency presented. 


What banks may do 


The Bank Act specifies the business in which 
a bank may engage and fully defines its powers. 
A bank may open branches, agencies, and offices, 
engage in and carry on business as a dealer in 
gold and silver coin and bullion; deal in, dis- 
count, and lend money, make advances on se- 
curity of bills of exchange, or promissory notes; 
and engage in banking business generally. It 
may not (except as authorized by the Act) deal 
in the buying or selling of goods, or engage in 
any trade or business; purchase, deal in or lend 
money on the security of its own stock, or that of 
another bank; lend money or make advances on 
the security of any lands, tenements, immovable 
property, ships, goods, wares, or merchandise. 
Loans to, or on the security of, officers or em- 
ployees of the bank are restricted. 

A bank may acquire and hold real and im- 
movable property for its own use and occupa- 
tion; it may take, hold and dispose of mortgages 


and hypotheques upon real and personal, mov- 
able and immovable property; it may acquire 
and hold an absolute title to real or immovable 
property mortgaged to it as security for a debt, 
but no bank shall hold such property except such 
as is required for its own use for a period exceed- 
ing seven years after acquisition. (This period 
may be extended by the Treasury Board not to 
exceed twelve years.) A bank may lend money 
on the security of standing timber, timber rights, 
or leases, and also for the purpose of building 
ships; it may acquire and hold warehouse re- 
ceipts or bills of lading as collateral security. 

A bank may not charge more than seven per 
cent interest on moneys loaned by it, but may 
allow any rate of interest whatever on moneys 
deposited with it. Collection charges may not 
exceed one-eighth of one per cent with a mini- 
mum of fifteen cents. 

_ Any bank may sell the whole or any portion 
of its assets to another bank with the consent of 
the Minister of Finance. 

There is provision in the Act for the various 
returns which must be made to the Minister of 
Finance, and the procedure to be followed in 
winding up the affairs of an insolvent bank is 
specified. 


Bankers’ association 


Included as part of the act are’ the by-laws of 
the Canadian Bankers’ Association already re- 
ferred to. This Association, which was incor- 
porated in 1900, has as its members the various 
chartered banks of the Dominion. It acts in the 
matter of supervision and control of certain 
activities of the banks. It is charged, under the 
Treasury Board, with the responsibility of the 
appointment or removal of a curator of a bank 
which has suspended payment, and the designa- 
tion of his powers and duties; the supervision of 
the making of bank notes which are intended 
for circulation; the inspection and disposition 
made by the banks of such notes; the destruction 
of such notes; and the custody and management 
of the central gold reserves. 
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SITTING ON THE LID 


Some of the features of banking law administration shown 


by the table on the opposite page. 


ANKING statutes, like other laws, depend 

B to a great extent for their effectiveness 

on the adequacy of their administrative 
machinery. 

Every state has an official charged with the 
supervision of banks, but the title given this of- 
ficer varies from state to state. For example, 
North Carolina has a Bank ‘Examiner,’ Wash- 
ington a “Supervisor,” and Pennsylvania and 
Nebraska “Secretaries.” But since a majority of 
the states use the title Commissioner,’ we have 
used that name in the table to include all of 
these officers. 


Appointed 


Florida and Illinois delegate the duty of bank 
supervision to elected officials—Comprtroller or 
Auditor—but in all other states the commis- 
sioner is appointed. The usual appointing of- 
ficer is the governor, although this power rests 
with the Banking Board in Oregon, and with the 
Corporation Commission in Virginia. In Mis- 
sissippi and Tennessee the banks themselves 
share with the governor in selecting the chief 
banking officer. 

Most banking commissioners hold office for a 
term of four years, but in seven states the term is 
as short as two years, and in three it is as long as 
six. Three states do not specify a definite term, 
but authorize the governor or some state board 
to remove the commissioner. Utah and Wash- 
ington have added the provision for removal by 
the governor to the specification of a term of 
four years. 


Advisory boards 


Banking boards do not seem to be as popular 
as one might expect in view of the large number 
of state boards for other purposes. Most of the 
fourteen states which have established banking 
boards have provided only three members, and 


the largest one is the recently created New York 
Banking Board of nine members—described on 
page 3 of this issue. 

The banking commissioner's powers vary 
widely as to detail, but we have singled out two 
of the more important powers for tabulation: 
the power to refuse charters to new banks, and 
the power to liquidate closed banks. It will be 
seen that a majority of the states give the com- 
missioner discretionary power to refuse charters 
to new banks, although a third of these provide 
an appeal from his decision to a board of review 
or to the courts. In some states the charter must 
be granted if the bank fulfills the conditions of 
the statute, in others the power to refuse the 
charter is vested in other officers. None of the 
states in either of these groups is marked on the 
table as empowered to refuse charters. 


Liquidation 


Two-thirds of the states give the state banking 
authority power to take charge of a closed bank, 
liquidate its assets, and pay the depositors. In 
ten of these the commissioner must work under 
the direction of the courts, but even in these the 
older process of elaborate receiverships has been 
greatly simplified. 

Most states give the commissioner of banking 
a free hand in the selection of bank examiners, 
but as shown in the last column of the accom- 
panying table, there are eight states which have 
placed these officers under the civil service sys- 
tem. In these states candidates for appointment 
must qualify for this work through technical 
examinations. 

Industrious readers will doubtless be inter- 
ested to try to discover some relationship be- 
tween the banking systems of the various states, 
as indicated here, and the record of recent state 
bank failures, as shown in the table on page 13, 
entitled “For the Delectation of the Morbid.” 
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STATE BANK SUPERVISION 


Salient administrative provisions of the state banking acts 


Compiled by the Interstate Legislative Reference Bureau with the assistance of 


the American Bankers’ Association. 


BANKING COMMISSIONER 
| May Refuse | May Liquidate | Banking Board 
in Years Charters | Closed Banks 
“Alabama..............--| Governor |_ 4 | * 5 
Governor t * None 
~ Colorado. . . Governor (3) None * 
Florida Voters + * Sn None 
Idaho Governor * None 
Kansas Governor | 4 | ne * 5 
Louisiana. Governor 4 * None 
Maryland Governor —. * None * 
Massachusetts Governor 3 * None 
Michigan. . Governor at 2 2) (4) 3 
Missouri Governor y * tr None 
Montana Governor 4 * None 
“Nebraska. . Governor 6 on None | 
New Hampshire Governor 6 5 5) (3) None 
New Jersey Governor 3 apy * a * None | * 
New Mexico Governor 2 None 
New York Governor 2 * 9 
North Carolina Governor * * 5B 
Ohio Governor (2) _@) None * J 
Oklahoma Governor 4 * 3 e. 
Oregon Banking Board 4 (2) (3) 3 
Pennsylvania Governor 4 te None 
Rhode Island Governor 3 — ~ (3) 3 
South Carolina Governor 4 owe None 
South Dakota Governor 4 (3) 3 
Tennessee Governor (1) 4 |... 
Tex as Governor 2 3 
Vermont Governor 2 None 
Virginia Corp. Comm t Ey 
Washington Governor 4t (2) None_ 
Wyoming Governor 4 * * 
(1) From list of five elected by bankers association (3) Under direction of court. (4) Under voluntary liquidation. = 


(2) Subject to appeal to courts or board of review 


+ May be removed by Governor or other state board. 


>t 
3 
} 
| 
‘ 
| 
¢ | 
‘ 
a 


CLOSED DOORS 


State Government takes pleasure in rubbing a little salt 
into a very sore spot. 


PECULATION as to why banks fail or why 
they don’t is becoming one of the leading 
sources of amusement these days. So in 

order to provide our rapidly growing leisured 
class with simplified facts to play with, we have 
done a little digging into the Reports of the 
Comptroller of the Currency, the Federal Re- 
serve Bulletins, and the consolidated statements 
prepared by the National Association of State 
Bank Supervisors. The table on the opposite 
page, which we have culled and computed from 
these sources, provides data for inferences and 
conclusions aplenty. But we shall leave most of 
them for somebody else to draw, while we men- 
tion only a few trends. 


How many and how much 


Two indices may be used to show the extent 
of bank failures. One is the number of banks 
suspended, and the other is the amount of de- 
posits involved in these suspensions. Since both 
these facts are important to give a complete pic- 
ture of the situation, we have included both of 
them in the table. It shows the number of banks 
failing in each state between January 1, 1930 
and August 30, 1932, together with the amounts 
of deposits which were tied up in these failures, 
and to facilitate comparison between the states 
we have also indicated the ratio between these 
figures and the total number of banks in opera- 
tion and their combined deposits at the begin- 
ning of this period—March, 1930, for the state 
banks and October, 1929, for the national banks. 

Clearly the smaller banks have been less able 
to weather our financial hurricane than have 
their larger brothers. For although eighteen per 
cent of all the banks failed during this period, 
less than six per cent of the total deposits of the 
country were tied up by these failures. The table 
also shows that one out of every ten national 


banks suspended operations, and one out of 
every five state banks closed its doors. This 
average, however, does not take account of in- 
stitutions which have reopened. During the two 
years and seven months for which information 
has been compiled, 10.5 per cent of the closed 
state banks were reopened, as against 4.1 per 
cent of the national institutions. 


Rock ribbed states 


Other bright spots on the horizon are these: 
during all this period not one bank failed in 
Rhode Island, only one bank each in Delaware, 
Nevada, and New Mexico, and only two in 
Vermont. The tornado hit hardest in North 
Carolina and Mississippi. 

Professor Walter E. Spahr, in an interesting 
study of bank failures which was published last 
March as a supplement to the American Eco- 
nomic Review, pointed out that the largest num- 
ber of failures, both absolutely and relatively, 
have been among: 

1. State banks 
Banks with small capital 
Banks outside the Federal Reserve system 

4. Banks in small towns and villages. 

Many persons have concluded from this data 
that all banks should be under the supervision 
of the national government. Apart from the 
constitutional difficulties involved, such a solu- 
tion ignores the very obvious fact that in a num- 
ber of states—including California, Idaho, Ken- 
tucky, Massachusetts, and New Jersey—the state 
banks have been as secure as the national banks. 

Legislators in the different states will be able 
to judge whether the record of state banks, as 
compared with that of the national baiiks in the 
same state, has been primarily influenced by 
different banking standards, by the banking 
laws, or by the administration of the laws. 
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FOR THE DELECTATION OF THE MORBID 


A table which will be of especial interest to those of our readers 
who were caught in 


Alabama. . 
Arizona 
Arkansas 
California 
Colorado 
Connecticut 
Delaware 
Florida 
Georgia 
Idaho 
Illinois 
Indiana 
lowa 
Kansas 
Kentucky 
Louisiana 
Maine 
Maryland. 
Massachusett« 
Michigan 
Minnesota 
Mississippi 
Missouri 
Montana 
Nebraska 
Nevada 


New Hampshire 


New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 
Oklahoma 
Oregon 
Pennsy!vania 
Rhode Island 
South Carolina 
South Dakota 
Tennessee 
Texas 
Utah 
Vermont 
Virginia 
Washington 
West Virginia 
Wisconsin 
Wvoming 
TOTALS 


NATIONAL BANK SUSPENSIONS 
Jan. 1930-Sept. 1932 


STATE BANK SUSPENSIONS 


Jan. 1930-Sept. 1932 


Number % of | in 
of : Banks Banks Close 
Suspensions | Suspended omitted) Banks 
19 17.8 $ 7.281 4.0 
2 13.3 756 2.5 
22 29.7 9,775 
22 10.2 24,356 
12 10.0 1,832 
1 1.6 2,697 
1 5.9 792 4.0 
8 13.6 17,639 10.5 
11 13.9 3,333 1.5 
9 20.9 9.097 21.5 
a9 20.5 99.321 7.5 
21 9.4 22.899 6.3 
53 20.5 37,662 11.9 
14 5.6 9.677 4.3 
17 12.3 51,198 23.3 
2 5.9 3,151 i “3.0 
None 
4 4.9 3,855 1.6 
6 3.9 40,756 3.4 
220 15.4 19.918 3.5 
16 5.9 5,607 1.0 
2 34.3 17,583 22.7 
27 20.6 15,791 3.3 
7 10.3 901 1.0 
15 9.4 6,897 3.1 
None 
1 1.8 402 6 
21 7.0 36,455 4.2 
1 3.6 2.4 
33 5.9 34.898 
29 43.9 34,649 32.2 
23 18.4 2.833 3.4 
24 7.5 33.579 4.9 
12 4.0 3.657 9 
8.5 2.622 1.2 
59 6.9 112,135 4.5 
None 
12 23.1 7.809 8.1 
17; 18.5 4,174 5.7 
10 10.1 16,283 6.3 
51 8.2 35,181 3.8 
1 5.0 O4 2 
1 2.2 852 1.3 
12 "4 8,562 2.9 
9 8.5 9.345 3.2 
24 20.5 19,450 12.7 
10 6.4 7,204 1.7 
None 
778 10.4 783,800 3.6 


Number 


of 


61 


40 


, Deposits in % of 
%e of Closed Deposits in 
Banks Banks losed 
Suspensions Suspended omitted) | Banks 
| 16.5 
43.8 | 11652 | 205 
53.5 50,094 | 36.4 
12.6 16,570 | 1.1 
19.9 «2390 | +61 
11.5 | 74,225 | 7.4 
31.4 39,644 37.6 
20.9 14110 | 12.7 
18.9 $788 | 12.3 
34.5 | 247,745 | 10.0 
29.9 | 114261 | 24.1 
35.1 131,934 24.4 
(13.6 «2194508 | 
7.8 40486 
11.0 10,008 8.0 
2.5 2,2! 7 
14.7 32,989 | 5.5 
3.9 9300 | 
29.1 *112,874 
18.5 29640 | 
38.2 "39.640. | 26.7 
24.0 6458 «5.6 
16.4 3400 | «5.0 
27.2 35.183 | 20.3 
20.0 
2.9 1200 54 
10.2 51918 | 3.7 
7.0 256.819 | 2.1 
37.9 66,329 28.5 
38.0 
19.9 | 263814 | 13.4 
16.3 | 
19.9 ‘411,833 16.9 
32.3. 38,296 | 37.8. 
41.0 24,293 29.8 
18.4 21396 «11.9 
13.5 33,053 
29.8 20.013 209 
916 
18.3 
15.9 27,151 13.2 
25.4 29,005 ‘47.3 
10.7 34,856 
8.3 1,960 7.6 
22.5 2,356,248 6.5 
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UNEASY LIES THE HEAD 


A brief discussion of the types of liability which the several 
states wish upon the owners of bank stocks. 


By THEODORE CHAPMAN, Counsel, 
Investment Bankers’ Association of America. 


N early days the common law attached no 
greater significance to the failure of a bank- 
ing enterprise than to that of any other busi- 

ness venture, but today, with banking changed 
from a personal venture to one conducted by 
corporations, the statutes or constitutions of all 
but nine states are studded with provisions 
which impose upon the owners of bank stock a 
double liability to creditors. 


Two types of laws 


These statutes vary from brief recitals of 
double liability to long, detailed enactments. In 
general, however, the provisions fall roughly 
into two types, as shown in the map on the oppo- 
site page. Of course, a classification of this kind 
is necessarily very broad and only serves to indi- 
cate the general tendency of the provisions. Any- 
one who wishes to check up on his own state in 
this respect is referred to Investment Banking 
for April 30 and June 25, 1932, and to the Feb- 
ruary, 1932, issue of the Yale Law Journal, 
where this subject is discussed in greater detail. 

Most states have stockholders’ liability acts 
which are broadly similar to the federal statute 
on this subject. The provisions in Illinois, Kan- 
sas, Nebraska, Washington, and West Virginia, 
however, differ in at least two important respects 
from those of the federal act. First, what are 
a stockholder’s liabilities, and when do they 
cease? Second, how can they be collected? 


Based on ownership 


The federal statutes predicate liability for all 
the lawful debts and obligations of the bank 
upon the mere fact of ownership of stock. If 
one buys national bank stock today and the bank 
fails tomorrow, he is responsible, up to an 


amount equal to the par value of his stock, for 
all the lawful liabilities of the bank. Conversely, 
if one sells his stock more than 60 days 
prior to failure (not knowing the bank to be on 
the brink of failure) he is discharged of all 
liability as a stockholder. 


Accruing liability 


It is quite different in Illinois where a stock- 
holder is responsible for liabilities of the bank 
“accruing” while he was a stockholder. The 
court has construed the word ‘accruing’ not to 
mean “maturing” but rather in the sense that a 
liability “accrues” when an obligation is in- 
curred. Thus this liability continues even though 
the stockholder has disposed of his stock and is 
no longer registered as a stockholder on the 
books of the bank, at the time of its failure. 

If A buys stock in X National Bank today and 
it fails tomorrow, A may be held liable to all the 
creditors of the bank up to the par value of his 
stock. But if A buys stock today in the X State 
Bank of Illinois and it fails tomorrow, he is 
liable (up to the par value of his stock) only to 
the creditors of the bank who became such dur- 
ing the one day he was a stockholder. On the 
other hand, if A, not knowing of the impending 
failure of the bank, sells his national bank stock 
more than 60 days before its failure, he is re- 
lieved of all responsibility as a stockholder, 
while if A sells his Illinois state bank stock a — 
year or even five years before its failure, he will 
still be liable if there be creditors who became 
such while he was a stockholder, and who have 
not been paid. 

As above stated, the second respect in which 
the Illinois law and the federal law differ ma- 
terially, concerns the manner of collection. The 
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liability of national bank stockholders is en- 
forced, not by the creditors directly, but for their 
benefit by the receiver of the bank. 

The liability of Illinois state bank stockhold- 
ers is a direct one moving from each stockholder 
to each creditor to whom he is liable and be- 


in an amount equal to 50 per cent of the par 
value of his stock in the institution. 
Colorado, too, gives one an added shock in- 
asmuch as it is the one state which departs from 
the measure of additional liability as a sum equal 
to the par value of one’s stock. In Colorado it is 


ioe 7] Triple liability: loss of investment and 200%. 
sarees Double liability by fact of ownership. 


Cause it rests On a constitutional provision, the 
legislature is without power to authorize the 
statutory receiver of an insolvent bank to enforce 
the stockholder’s liability. In enforcing this 
liability a creditor may sue, on behalf of himself 
and other creditors, the stockholders, who may 
all be joined as parties defendant. 

In 24 of the 38 states imposing additional 
liability upon the owners of bank stock, it is 
provided that the liability shall be equal and 
ratable, and that one shall not have to pay more 
by virtue of the failure or inability of another to 
respond. Thus, if a bank be insolvent only to 
the extent of 50 per cent of its capital stock, the 
ultimate liability of any one stockholder is only 


YA / /\ Double liability on accrual basis. 
= Single liability: simply loss of investment. 


double the par value. Thus if the usual liability 
of bank stockholders is to be called a double 
liability, we must refer to a Colorado bank stock- 
holder’s responsibility as a triple liability. 

It seems also worthy of comment that in the 
following fifteen states the additional liability 
is imposed by virtue of constitutional provisions. 


Arizona Nebraska South Dakota 
Illinois New York Texas 

Indiana Ohio Utah 

Iowa Oregon Washington 
Minnesota South Carolina West Virginia 


In these states, statutory provisions frequently 
amplify the constitutional clauses and provide 
methods for their enforcement. 
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BRANCHES AND CHAINS 


Can legislation prevent concentration and ex pansion 
in the banking world? 


United States—it dates back as far as 
1791—but the practice did not spread 
rapidly until the present century. 

As is shown by the table on the opposite page, 
eighteen states prohibit branch banking. In six 
other states—Michigan, New Hampshire, North 
Dakota, Oklahoma, South Dakota, and Wyo- 


ming—there is no legislation on the subject. 


Btn banking is by no means new in the 


Regional limits 


This means that exactly half of the 48 states 
now authorize branch banking. Of these, how- 
ever, only 8 permit banks to have branches 
throughout the entire state. The others place 
various restrictions on the area in which branches 
can be established—usually limiting it to the city 
or county in which the head office is located. 
The provisions are differently phrased, but in 
general, six states—Georgia, Mississippi, New 
Jersey, New York, Pennsylvania, and Wiscon- 
sin—allow banks to have branches in the same 
municipality or city. In Massachusetts branches 
may be established in the same town, and in 
Louisiana they may be established in the same 
parish. In Indiana and Tennessee branches may 
be established only in the county in which the 
head office is located, and in Maine, Montana, 
and Ohio branches may also be established in 
any adjoining county. 

In 15 states the state banking commissioner 
must certify that the branch is necessary for the 
public convenience before it can be opened. In 
two states, Kentucky and Vermont, paying and 
receiving “agencies” may be established. In 
Kentucky, however, this right is based on a court 
decision rather than on specific languages of the 
statutes. Montana and New Jersey permit only 
consolidated banks to maintain branch offices 
while in Wisconsin the only way a bank can 


open a branch is to purchase the assets of a 
closed bank in the same city. We have not in- 
cluded Michigan in the list of states permitting 
branches, because that state gives this privilege 
to “industrial” banks only. 

Of course these restrictions do not eliminate 
banking chains or “group banking.” Even in 
those states which prohibit branches, banking 
chains frequently flourish, the connecting link 
being usually ownership of common. stock. 
Sometimes a single individual may own a con- 
trolling interest in several banks and operate 
them as a chain. In other cases a holding com- 
pany or an interlocking directorate achieves the 
same eftect. Or, one bank may purchase 1 con- 
trolling interest in the stock of other institu- 
tions, thus establishing a chain of banks under 
the same management. 


Purchase of stock 


It is difficult to prevent these various methods 
of group bank control, and there has been very 
little legislation designed to restrict them. Wis- 
consin and New Jersey, however, have recently 
passed legislation restricting holding companies 
from purchasing more than 10 per cent of the 
stock of any one bank. West Virginia prohibits 
the purchase of any stock “for the purpose of 
perfecting control of such banking institutions ;”’ 
and in Arizona the approval of the-Superintend- 
ent of Banks is necessary before one bank can 
purchase stock in another. In Oregon a holding 
company is not permitted to borrow from the 
bank it controls. 

In 18 states commercial banks have been pro- 
hibited from purchasing stock in other banking 
institutions. This is often a part of the general 
provision against investment in stocks by bank- 
ing institutions, but in some states there are spe- 


. cific provisions applicable solely to bank stocks. 
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BANKING SYNDICATES 


State statutes which promote or check collective banking. 


Compiled by the Interstate Legislative Reference Bureau from bulletins of the Federal Reserve 
Board and of the American Bankers’ Association, and from the various state session laws. 


2) Above 10% of stock of any bank. 


(3) 


Branches Permitted 


Above 15% of stock in any bank. 


(4) Above 25% of stock in any bank. 


the State Areas Offices Permitted | Branch Permit in Other Banks 
Louisiana iJ * 5 
Minnesota 
Mississippi * * 
Missouri f (3) 
Montana * * | * 
Oregon 
Utah 
Virginia * * 
West Virginia _ See Text = 
Wyoming * 
1) Same city, county, town, or parish as head office, or in adjoining county, or cities of specified size. 


| 
« 
| 
~ 


LEGISLATORS STUDY BANKING 


The work of the Massachusetts Special Commission on the Law of 
Trust Companies, including the Law of Liquidation. 


By SENATOR HENRY PARKMAN, JR., Chairman of the Commission. 


HE Special Com- 
ission on the 

Law of Trust Com- 
panies, which was or- 
ganized August 9, 1932, 
is composed of four 
members of the Massa- 
chusetts General Court 
and three bankers. It 
has been considering 
first the law of liquida- 
tion, in order to assist if 
possible in the emerg- 
ency which has arisen 
out of the closing of 
eighteen trust companies with deposit liabilities 


and public officials who have to administer it. 
Furthermore, various inequities and obstacles 
to prompt liquidation, which have come to light 
during the past ten years, have been remedied 
by legislative action, some of them in the ses- 
sion just concluded. 

Among the suggestions now being considered 
by the Commission to improve still further the 
methods of liquidation are: 

1. The formation of a central liquidating cor- 
poration. The insurmountable obstacle to this 
proposal appears to be the impossibility of rats- 
ing the necessary funds, public or private, with 
which to purchase the assets of closed banks. 

2. Legislation authorizing a going bank to 
purchase the assets of a closed trust company. 


of some $82,000,000. 
These companies hold 
among their assets 
$40,000,000 in mort- 
gages. 

The present law of 
liquidation was enacted 
in 1921, and follows 
somewhat the procedure 
of the national banking 
system. As a result of a 
number of bank closings 
in 1920, many disputed 
points have been de- 
cided by the Supreme 
Judicial Court. The con- 
sequence is that our 
present liquidation pro- 
cedure is clear, definite, 
and well understood by 
the lawyers, bankers, 


In Indiana and Mississippi 


The Study Commission for Indiana 
Financial Institutions, with Mr. Walter S. 
Greenough as Chairman, has engaged a 
research staff which is making a study of 
the regulation and supervision of banks, 
building and loan companies, and small 
loan companies in Indiana, as compared 
with those in other states, and in several 
foreign countries. 


The Bank Study Commission of Missis- 
sippi, under the chairmanship of Senator 
John H. Culkin, has already gathered a 
large amount of information comparing 
the laws of 29 states with respect to such 
questions as the powers of banking depart- 
ments, minimum capitalization of banks, 
borrowing limits, reserve requirements, 
loans to directors, and the protection of 
public deposits. It has published the results 
of this investigation in a mimeographed 
memorandum of 58 pages. 


| 


This would necessitate 
a waiver of certain ex- 
isting restrictions on in- 
vestment. 

The important part 
of the Commission's 
work still lies before it, 
namely, a consideration 
of the general subject of 
state banking with a 
view to strengthening 
the present system and 
lessening the risk of 
failures for the future. 
On this branch of our 
work we are assembling, 
with the assistance of the 
American Legislators’ 
Association, allavailable 
material to form the 
basis for our study. 
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BANKERS PROPOSE BANKING LAWS 


Including several im portant provisions for protecting depositors. 


By M. A. GRAETTINGER, 


Executive Vice-President, Illinois Bankers’ Association 


HE Illinois Bankers’ Association has often 
sponsored movements to improve the bank- 
ing statutes. In accordance with this policy, 


its last convention declared: recognize 


very definite need for a re- 


legal service from the Attorney General's Office. 

This would enable liquidation to be handled 
by an orderly process within the banking depart- 
ment. It is substantially the method now fol- 
lowed in the liquidation of 


vision of our banking law. 


insurance companies, and 


As bankers we should take W hat kind of banking laws is much less expensive 
the lead in this important = dg bankers themselves favor? than the court receivership 
matter and incorporate in i ad rocess. 

- One answer to this question 1s P 
the state bank act the rem- ee 
edies for such weaknesses ports 


as have been disclosed 
therein.”” Among the rec- 
ommendations of ‘‘desir- 
able and remedial legisla- 
tive changes” which were 
before the convention were 
the following: 

(1) A banking board 
should be created consist- 
ing of two bankers and one 


given in the recommendations 
which a committee presented | 
to the Illinois Bankers’ Asso- 
ciation at its last annual meet- show assets and liabilities 
ing. Legislators will find sev- 
eral interesting suggestions in 
these recommendations as they 
are presented in the accom- 
panying article. 


(3) The published re- 
ports of condition should 


| in greater detail than is at 
-present required. 

| The foundation of bank- 
| ing can be measurably 
| strengthened by offering to 
public more under- 
standable and honest bank 


representative each of la- 
bor, agriculture, and industry, to supervise the 
banking department and to establish safe and 
sound methods of banking for the protection 
of depositors and stockholders. This board 
would have the authority to remove bank officers 
or directors from office if it found them guilty 
of unsafe and unsound methods of banking. 


To examine bankers 


It was also suggested that the board be given 
power to refuse a charter to a new bank unless 
its officers could give evidence of good moral 
character, a proper knowledge of banking prin- 
ciples and methods, and sufficient practical ex- 
perience. 

(2) This Board would be authorized to take 
charge of all closed banks, drawing the requisite 


statements. This would 
seem to be one very simple way to create strong 
and safe banks. When a bank is in such shape 
that it can publish a statement which will show 
all of the facts the public feels it is entitled to, 
it will receive the full confidence of its com- 
munity, and it will be in a much better position 
to withstand any vicious assaults launched 
against it. 

Audit enthusiasts advocate that a yearly out- 
side audit be required, and that a report of it be 
furnished to each depositor. Such information 
is just as much due the depositor, they contend, 
as financial information from a borrower is due 
the bank. 

(4) Officers, employees, and directors of 
banks should not be permitted to borrow from 
their own institutions, and loans made to cor- 
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porations in which a director is a ccatrolling 
factor should be strictly regulated by the bank- 
ing board. The members of the convention felt, 
however, that this would be too rigid a provi- 
sion, and that careful scrutiny and supervision of 
these loans would give ample protection to the 
depositors. 

(5) An officer of a bank should not be al- 
lowed to become an officer of 
any corporation engaged pri- 
marily in the business of buying 
and selling securities. 

While recognizing that there 
should be some regulation on 
this subject, some bankers do 
not agree with the proposal to 
divorce security affiliates entirely 
from banking. They offer as a 
substitute a proposal that such 
affliated organizations be in- 
spected and examined by the 
banking authorities in the same 
manner as are banks. 

(6) Banks should not pledge assets as se- 
curity for deposits. 

(7) Necessary charge-offs and the setting 
aside of sufficient funds to build up a surplus to 
50 per cent of the capital of the bank should be 
required before dividends can be paid to stock- 
holders. 


Surplus for safety 


Since a large surplus promotes the safety of 
deposits, the taxation system should not penalize 
a bank for increasing it. In fact, the banking law 
should safeguard against undercapitalization by 
a provision regulating the ratio of deposits to 
capital. 

It was also urged that the Board be authorized 
to protect the assets and deposits of the banking 
institutions in emergencies by permitting a re- 
striction on withdrawals. 

The directors of many banks found it expedi- 
ent to close their institutions rather than to per- 
mit a part of the depositors to withdraw their 
money to the detriment of those who remained 


M. A. Graettinger 


loyal. In all probability, a number of institutions 
could have continued doing business had there 
been a legal way of establishing a moratorium. 


A moratorium 


This could be accomplished if the Board were 
given power to authorize any bank on a given 
date, where an emergency exists, to stop pay- 
ment on deposits until it could 
ascertain the true condition of 
the bank. During this period 
the bank should be permitted to 
take further deposits and pay 
withdrawals against them. How- 
ever, these latter funds, less 
proper reserve requirements, 
should be invested only in gov- 
ernment bonds. The old depos- 
itors could then be solicited to 
accept payments on their depos- 
its in installments as the assets 
could be liquidated. This pro- 
cedure has been legalized in a 
few states and has been found to be practical. 

Another proposal would require each stock- 
holder of a new bank to pay double the amount 
of the par value of the stock purchased. Half of 
this payment could be credited to capital stock, 
and the other half held in escrow for the benefit 
and use of the depositors in the event that the 
bank closes. The certificate of stock would show 
the interest in the escrow fund, and the value of 
each share would be based upon the 200 per cent 
payment. If this plan were followed, it would 
be possible to repeal the acts imposing double 
liability on stockholders. 


Separate savings 


Should commercial deposits be definitely sep- 
arate from savings deposits? Such a plan would 
make commercial deposits payable only on de- 
mand, and no interest would be paid on them. 
On the other hand, time limits for withdrawals 
would be imposed on savings deposits which 
draw interest. These funds should be invested 
only in government or other approved securities. 
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REVAMPING TAXES IN THE GOLDEN WEST 


State bureau breaks ground for a better tax structure. 


By FRED E. STEWART, 


Vice-Chairman California State Tax Research Bureau. 


ALIFORNIA’S last legislature, suspecting 
that the state's taxation system might not 
be a ne plus ultra, created the Tax Re- 

search Bureau to conduct an investigation of the 
problem and to report needed 
‘ changes in the laws to successive 
legrslatures. 


Program of work 


Soon after the Act creating the 
Bureau became a law, the govern- 
ing board, which consists of the 
Governor, the Director of Finance, 
and the members of the State 
Board of Equalization, outlined the 
following program of problems to 
be studied: 

I. THE BURDEN ON PROPERTY 
TAXED LOCALLY. Since local prop- 
erty is taxed on an ad valorem basis, it is neces- 
sary in estimating its share of the burden, to as- 
certain the rate of tax levied against such prop- 
erty. To determine the ratio of true to assessed 
value the Tax Research Bureau is appraising 
some five thousand representative properties, 
and 1s also studying probate sales in ten counties 
which have relatively high assessed valuations. 

II]. THE BURDEN ON PROPERTY NOT LOCALLY 
TAXED. Property not taxed locally will be classed 
under three headings: (1) Railroad, (2) gas 
and electric, and (3) telephone and other utility 
companies. The Bureau will judge the value of 
such property by physical appraisals as well as 
determining its financial worth. 

II]. THE METHODS OF ADMINISTERING THE 
TAX ON PERSONAL PROPERTY ; THE TAX BURDEN 
ON PERSONAL PROPERTY. The Bureau proposes 
to use court records of probate appraisals in 
various counties in its study of the tax on tangi- 


ble personal property. It will also dust off the 
assessors’ records and valuation schedules in or- 
der to conduct a general analysis of the types of 
personal property which are most heavily taxed. 

IV. AN ANALYSIS OF THE PRES- 
ENT TAX SYSTEM. The search-light 
will be turned on five specific 
phases of the present tax system, 
with the idea that the process may 
disclose various deficiencies which 
require correction. These five 
phases are: 

1. Bank and corporation fran- 
chise tax. What improvements can 
be made in the light of the past 
three years’ administration of this 
tax? 

2. Gross receipts tax. Are the 
rates adequate? Is modification de- 


sirable? 


3. Highway transportation company tax. 1s 
this law workable? What are the possibilities 
of change or modification of rates? 

4. General property tax. Could the burden be 
made more even? Are the present methods of 
valuing and classifying adequate? | 

5. Assessments. Are they equitable? 

V. POSSIBILITIES OF NEW SOURCES OF REVE- 
Nur. If the legislature determines that new 
sources of revenue are required, the Tax Re- 
search Bureau will be prepared to analyze the 
imcome tax, the sales tax, and business taxes, to 
determine their feasibility, the amount of reve- 
nue derivable from each, and their relationship 
to each other and existing taxes. They will also 
study the rates and the extent of exemptions, in 
order to see whether it is desirable to alter rates 
or to eliminate any exemptions—and thus to de- 
velop new sources of revenue. 
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VI. TAX LIMITATION METHODS. In an effort 
to find methods suitable to California conditions, 
the Bureau will consider four principal propos- 
als: 

1. A centralized authority to review local 
bond issues and tax rates. 

2. Limitations on additional amounts which 
may be levied by taxing bodies. 

3. Reductions in the number of tax levying 
bodies. 

4. Limitation upon taxes which may be au- 
thorized by popular vote. 


Work accomplished 


The Tax Research Bureau has organized two 
advisory committees. Every tax paying group in 
the State has been invited to send a representa- 
tive to the first of these committees. The second 
will consist of representatives of elective city 
and county officials, and members of the legisla- 
ture. These two committees are expected to con- 
sult with the Bureau from time to time, in order 
to help it interpret the data assembled and to 
suggest new problems for study. 

The Bureau has already completed the ap- 
praisal of more than 5,000 representative prop- 
erties subject to local taxation, and has compiled 
data showing the ratio between the assessed and 
appraised values of these properties. It has made 
similar studies with reference to several thou- 
sand parcels of land which have recently been 
transferred, comparing the actual sales figures— 
as revealed by title company or realtors’ records 
—with the assessed valuations. These data are 
being supplemented by an analysis of probate 
sales and will soon be used as the basis for 
determining the tax burden on property subject 
to local ad valorem assessment. Valuations, both 
from an engineering and a financial standpoint, 
have been made of the operative properties of 
all utilities which are taxed on a gross receipts 
basis. 

Public hearings at which taxpayers have been 
given an opportunity to present their views to 
the Bureau have been held at San Francisco, Los 
Angeles, San Diego, and Fresno. Briefs have 
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been received from a large number of taxpayers 
and will be analyzed to procure suggestions for 
tax improvement. 

A searching analysis has been made of the 
operation of the Bank and Corporation Franchise 
Tax Act and the taxes on highway transportation 
companies, to devise improved methods of taxa- 
tion in these fields. Economic and legal studies 
have been made of the income and sales taxes, 
and in order to make sure that new forms of tax- 
ation will equalize the present burden and not 
add new burdens, this information has been sup- 
plemented by studies in tax limitation methods. 

As the result of this work, much detailed fac- 
tual material on these subjects will be available 
for legislative scrutiny at the coming session. 


Schemes 


From an address by Chief Justice Hughes before the 
Conference of the Federal Judges of the 
Fourth Circuit at Asheville last June. 


In these difficult days political philosophers 
are fertile. There is no lack of schemes for the 
regeneration of society 
— schemes not infre- 
quently of a sort which 
would not be needed by 
a society capable of free- 
‘ly adopting them. The 
construction of a theo- 
retical paradise is the 
easiest of human efforts. 

The familiar method 
is to establish the per- 
fect, or almost perfect, 
L state and then to fashion 

; human beings to fit it. 
This is a far lighter undertaking than the nec- 
essary and unspectacular task, taking human na- 
ture as it is and is likely to remain, of contriving 
improvements that are workable. 

We cannot afford the impatience which de- 
mands the impossible and shirks the duty lying 
at our door. 
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CHECKS 
Three publications on banking red-pencilled for your perusal. 


Branch, Group, and Chain Banking. C. 'T. Car- 
tihour. Macmillan Company, New York. 
1931. 351 pages. 

This volume contains a thorough discussion 
of bank suspensions, the earning power of 


There have been also distinct changes in 
banking functions. The close connection ~ 
between banking and the processes of pro-. 
duction and trade has resulted in a larger 
proportion of bank credit used in the se- 


small banks, the types of collective bank- 
ing, and the state and federal legislation on 
branch banking. Besides giving a brief 
history of the branch bank movement, there 
is a description of the operations of sev- 
eral holding corporations. 

The author summarizes his findings as 


curities market. These changes made the 
banks more and more dependent on the 
stability of the security markets and on un- 
wavering public confidence and led directly 
to the bank difficulties of the past two years. 


follows: “It appears that an extensive Elements of Strength and W eakness in Modern 
branch banking system would be desirable = American Banking. R. S. Hecht. American 
because of greater unity of policy, approxi- Bankers’ Association, New York. 1932. 30 
mate uniformity in regional interest rates, pages. 


larger capital behind each office, the ease 
of shifting funds to where they are most 
needed, the ability to mobilize reserves for 
the general benefit, the smaller overhead 
cost. 

“The strength of a branch banking sys- 
tem is not so readily felt, if the system be 
confined to a single community or even to a 
single state, where crop failure or serious 
economic disturbance would react disas- 
trously to the system. Furthermore, there 
are no arguments in favor of state-wide 
branch banking that do not apply with 
greater force to the establishment of the 
system on a nation-wide basis.” 


“We hear all sorts of extreme proposals for 
a so-called thorough-going reconstruction 
of our whole banking system, to be accom- 
plished primarily by drastic legislation. 
And, as is also usual under such circum- 
stances, a few shining examples of an abuse 
of any existing authority, and some particu- 
lar aspects of the unfavorable banking and 
economic situation, are magnified and de- 
clared to be the source of all our troubles. 
Therefore, the hue and cry is ‘there ought 


to be a law’ to cure all this, and the enthus- 


iastic proponents of such laws are quite 
ready to assure you that the banking millen- 
ium will be close at hand if we will but pro- 
hibit this or that practice of the banking 


The Banking Situation in the United States. 
National Industrial Conference Board, New 
York. 1932. 157 pages. $3. 


world by some new legislative enactment. 
“Bankers do not object to new and con- 
structive legislation, nor to every reasonable 


In spite of the restrictive character of 
national and state banking statutes, which 
were intended to preserve the independent 
unit banking system, there has been a steady 
trend toward banking concentration. At 
the same time there have been important 
shifts in the distribution of membership 
between the national and state systems. 


control and supervision of their business. 
But they do protest against the attempts to 
force out of their hands perfectly proper 
functions of the business merely because in 
the past some few abuses have crept in 
which can very easily be prevented and con- 
trolled by simply broadening the powers of 
bank supervisory authorities.” 
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HOW MUCH CASH? 


A tabulation showing which states have different reserve requirements 
for demand de posits and for time de posits. 


By ANN NEAL, 
Wisconsin Legislative Reference Library. 


requirements for demand or commercial 

deposits and for time or savings deposits. 
The laws of these states permit the bank to carry 
a smaller reserve if the depositor agrees not to 
withdraw his money until he has given notice— 
usually 30 days—in advance. Six of these states 
require a reserve for demand deposits but none 
for time deposits. The remaining eighteen re- 
quire reserves for both kinds of deposits, but 
specify a higher rate for those payable on de- 
mand. 

In Maine and Massachusetts banks must main- 
tain the same reserves for savings deposits, if 
they are subject to withdrawal, within ten or 
thirty days respectively, as are required for de- 


mand deposits. 


states have different reserve 


Cities and towns 


Many states require city banks to keep higher 
demand reserves than those located in small 


towns. For example, in lowa and Minnesota the 
reserves must be larger in “reserve cities” than 
elsewhere. In Massachusetts higher reserves are 
required in Boston. Mississippi banks in cities 
over 50,000, and Missouri banks in cities over 
200,000 must keep more cash on hand than those 
in smaller places. And Kentucky and New York 
divide their cities into three classes for this pur- 
pose. 
Federal Reserve members 


The Lone Star State makes still further dif- 
ferentiation in this matter of reserve require- 
ments. Texas banks which are members of the 
Federal Reserve System need not keep as large 
demand reserves as banks which do not belong 
to it. 

The percentages given in the following table 
indicate the minimum and maximum reserve re- 
quirements for both demand and time deposits 
in each state. 


PER CENT OF DEPOSITS REQUIRED IN CASH RESERVE 


DEMAND TIME 

Deposits Deposits 
ee 15 None 
5 
10 None 
7-13 3 
. 20 None 
15 See text 
5 None 
15-20 See text 
12-15 5 


DEMAND 

Mississippi £5.25 7-10 
New Jersey 15 None 
Werth Carolina 15 5 
Ovegon ......... 15 10 
South Carolina ......... 7 3 
Tennessee ..... 10 3 
Vermont ... 15 3 
Virginia ... 3 


West Virginia ........... 10 5 


ALMOST SPECTACULAR 


A novel e pisode—which you must understand if you want 
to understand this magazine, 


A significant—almost spectacular experiment is quietly progressing down 
south. It is of interest to every man and woman who thinks about law-making. 
This means that it interests legislators, too. 


It is almost incredible, but in the typical state, our actual process of law- 
making is this: 

On a day early in January about 150 men dash into the capitol and congre- 
gate in two rooms. Most of them are strangers to each other. About half of them 
are men who have never occupied seats in either of those rooms before. In fact, 
sixty days previously this half of them didn’t know definitely that they were to be 
legislators. 


They take their seats, and one, two or three thousand bills are promptly 
poured into their collective lap. Hundreds of lobbyists begin to buttonhole them. 


Most of these 150 men would admit that their knowledge of the science of 
government is rather haphazard. They come together with practically no agenda. 


Sixty or ninety days later they rush home, after taking a shot at the form of 
state, county, and municipal governments, after altering the rules of conduct for 
almost every individual and corporation in the state, and after spending many 
millions. 


Throughout this process there is no real provision for perspective and plan- 
ning, although most legislators keenly feel the need of them. 


Last December the Board of Managers of the American Legislators’ Asso- 
ciation, composed entirely of experienced state legislators, decided to try an ex- 
periment. Perspective and planning were the key words. 


A six-state conference was called to convene in Asheville, North Carolina, on 
September 22. Forty members of the House and Senate Councils of the American 
Legislators’ Association from South Carolina, North Carolina, Georgia, Virginia, 
Tennessee, and West Virginia, as well as economic experts and state officers set 
eagerly to work and delved into the difficulties confronting these six states. 


The first eight pages of this magazine tell the story. They contain nothing 
except newspaper clippings and snatches from letters. 


The next ten pages tell something of the aftermath of the Asheville Con- 
ference. 


Pages 24 to 27 tell another story—of the Seventh Annual meeting of. 


the American Legislators’ Association—also clipped from newspapers. 
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